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ACE Research Vignette: SMEs, Growth, and Job Creation: Lessons from 
Systematic Research 
 
This series of research vignettes is aimed at sharing current and interesting research findings from our team of 
international Entrepreneurship researchers. This vignette, written by Professor Per Davidsson, summarises some 
important, stylized facts about small and medium enterprises (SMEs), growth, and job creation. It was specially prepared 
for “The G20 Agenda for Growth: Opportunities for SMEs Conference” in Melbourne, June 20, 2014. For this reason its 
format deviates slightly from other vignettes in the series. 
 
Stylized Facts:  
 
 Not all SMEs can grow, should grow, or want to grow. Many have very limited growth potential, 
and even when they have such potential and access to the needed capital, they may prefer to 
stay small.1  
 SMEs are a crucially important source of job creation. However, established SMEs as a group are 
not net job creators. It is the inflow of new start-ups and growth of young firms (which are also 
small) that create the SME job creation surplus2  
 SMEs are even more important for job creation than what “raw data” may suggest. This is 
because young and small firms tend to grow organically, thus adding genuinely new jobs. Large 
and old firms predominantly grow via acquisitions. While this may be an important economic 
process it represents movement of existing jobs rather than job creation.3 
 “High-growth firms” are not a stable category. Depending on how and when growth is measured, 
radically different groups of firm appear in the “high growth” category. High growth is better 
regarded a stage some but not all firms go through.4 
 SMEs experiencing high growth can be found in all industries. It is not a phenomenon limited to 
or necessarily even over represented in “high tech” industries.5 
 Sound, sustainable SME growth typically starts with a sound level of profitability.  Firms that 
grow with low profitability typically cannot sustain their growth, and neither do they become 
more profitable as a result of their growth. Firms that simultaneously show high growth and 
high profitability typically first show an ability to earn high profits at modest scale. This provides 
them with a sound basis for growth. Hence to enable SME profitability is to enable sound, 
sustainable SME growth.6  This argument is further developed in ACE Research Vignette 004 and 
this animated video.   
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